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By Matthew Creelman
[The author is a journalist based in Guatemala City since 1985 who frequently writes on economic
issues and events in Guatemala and Central America].
Most private-sector economic analysts and government officials expect continued moderate
economic growth and monetary stability during 1995. Labor leaders and human rights groups,
however, fear that 1995 could be a year of increased political violence and labor unrest, as the
benefits of a growing economy fail to reach the majority of Guatemalans, living on the edge of
subsistence in the countryside and in urban shantytowns. Central Bank authorities set as their goals
a 5% increase in the GDP, 8% to 10% inflation, a stable exchange rate that will remain at 1994 levels,
and unchanged net international reserves of US$800 million. Expected record-level coffee exports of
US$725 million and a projected 21% growth in income from nontraditional exports are figured into
these calculations. These export figures, however, seem to ignore the probable impact of changes in
international trade relations.
"The advantages and preferential trade conditions that we have been enjoying until now are a
thing of the past," said Fanny de Estrada, director of the Association of Producers of Nontraditional
Exports. Already there are signs that the North American Free Trade Agreement (NAFTA) is
affecting nontraditional exports and employment in the maquila sector in Guatemala. Several dozen
maquiladora factories left the country last year and some 20,000 jobs were lost, according to the
exporters. The recent devaluation of the Mexican peso, if anything, will exacerbate this exodus. At
the same time, the increased income from coffee exports will probably not translate into a major
increase in employment from new planting, since growers believe that the price hike stemming
from last year's crop failure in Brazil will not change the long-term negative outlook of the coffee
market, which suffers from chronic overproduction worldwide. Nor will the country experience any
significant benefits this year from negotiations regarding Central American economic integration
or government efforts to improve Guatemala's trade status with the US and other advanced
industrialized countries.
In the past, efforts by international labor rights groups to link Guatemala's record of civil rights
abuses to US trade agreements have frightened Guatemalan exporters and provoked a climate
of uncertainty for foreign investment. It remains to be seen if the Republican-dominated US
legislature will continue the use of trade sanctions to pressure for labor rights improvements.
While the government forecasts zero devaluation of the currency and an inflation rate below 10%,
several factors point toward opposite trends of higher inflation and currency devaluation during
the year. The 40% slide in the value of the Mexican peso since December is already threatening
to increase Guatemala's trade deficit with that country by US$100 million, since the devaluation
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has made Mexican goods cheaper relative to Guatemalan exports and will probably have a ripple
effect on the Guatemalan currency. Also during 1995, 3 billion quetzales (US$526 million) in
Guatemalan government bonds are scheduled to mature, which, if they are not reissued, will
produce inflationary pressures. Earlier this year, the minister of finances already confirmed that
the bonds will not be reissued. In addition, the political instability that nearly always accompanies
general elections (now scheduled for November 1995) will likely translate into speculative price
increases during the year. Meanwhile, many factors point toward the possibility of increased labor
unrest and popular protest in 1995.
One major factor is that President Ramiro de Leon Carpio's government has promised to initiate
the privatization of three state-run services telecommunications, electricity generation, and the
national railways which in the short term will lead to bitter labor protests in the public sector.
And, if labor resistance fails and the privatizations move forward, that will in turn aggravate social
unrest since the private firms that take over the former state businesses are bound to streamline
operations to make them more profitable, displacing much of the public sector work force. Already
the telecommunication workers' union has begun protesting the announced privatization plan, and
in December it threatened to shut down international communications. The country's major labor
umbrella organizations have described the battle against privatization as a "top priority" for 1995.
Depressed wages and employment problems will also generate social conflicts throughout the
year. Although the gross domestic product for 1994 increased by 4%, investment in key areas of the
economy stagnated. Investment growth in agriculture last year was only 1.9%, and in industry, 2.7%.
Given the fact that these two sectors combined employ two-thirds of the work force, improvements
in employment and wages during 1995 are not likely. Currently a farm worker's minimum monthly
wage is equivalent to US$69. An urban bus driver earns US$7 a day, an entry-level warehouse
position pays US$5 a day, and a newly employed government teacher or National Police officer
earns the equivalent of only US$130 a month. National accounts analysis by government economists
generally focus on changes in annual output, that is, how much each sector of the economy is
producing. Unheard of in national accounts statistics in Guatemala is an analysis of the GDP by
income.
In the late 1980s, Central Bank economists attempted such a breakdown and the results were not
widely circulated. The dramatically skewed scenario may explain why wages and salaries the
primary source of income for most Guatemalans comprised only 25% of the national income, while
profits, rents, and income from interests made up the rest. Given this scenario, the reduced levels
of new private investment in agriculture and industry are not caused by a lack of available capital.
A sectoral breakdown in GDP growth shows that in 1994 growth was concentrated in banking,
insurance, and real estate, with 7.9% growth; wholesale and retail commerce, with 4.6%; and
transportation, storage and communications, with 5.8%. Economic analysts here view the stagnation
in the growth of industry and agriculture as a product of the medium- and long-term uncertainty
regarding international prices and domestic political stability. Meanwhile, the growth of finance
and banking and other services during the past decade has been fostered by the growth of the bond
market and the potential for profit in currency transactions. Until now, the growth of the banking
sector has been accompanied by prohibitively high lending rates and reduced access to credits for
the productive sector. Lending rates for 1995 are expected to range between 16% and 19%.
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On other labor and "popular" fronts, the new year has also begun with an unsettled dispute
regarding public transportation fares in Guatemala City, in which bus owners are demanding a 25%
rate hike. Last November, 20 buses were burned and two people were killed in massive riots after
an attempt to raise the fares (see NotiSur - Latin American Political Affairs, 11/11/94 and 12/02/94).
Until now, the rates have been frozen, although in the next few months government controls on
rates are expected to be lifted. And, in the countryside, several dozen farms were occupied in 1994
by farm workers protesting the owners' failure to comply with court orders for reinstatement of
fired workers or improved labor conditions. In several cases the workers were violently evicted by
National Police and army troops. Carlos Enrique Alvarez, president of the largest farm-worker labor
group in the country, warned that socioeconomic conditions in rural areas are creating fertile terrain
for conflict.
"The feudal attitude of farm owners is provoking hostility and conflict, while the overabundance
of labor means that minimum wages are, in fact, maximum wages," said Alvarez, who estimates
that 94% of agricultural workers live in poverty. "Maybe there won't be a 'social explosion' per
se in Guatemala during 1995. But throughout the year there will be constant conflicts and farm
occupations as workers seek respect for their rights. The government should be aware that these
outbursts will continue in the medium to long term, even if the government manages to negotiate
a peace accord this year with the Guatemalan guerrillas, because the poor conditions for rural and
urban workers are a fundamental part of the root causes of war in Guatemala."

-- End --
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